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ABSTRACT 

This set of lessons is designed as a home study 
course to help individuals come to terms with their finances. Lesson 
1 explains the following steps in developing a financial action plan: 
determining priorities, setting financial goals, analyzing cash flow, 
planning spending, developing spending guidelines, making written 
spending plans, planning for savings, and reviewing spending. 
Discussed in Lesson 2 are the following aspects of recordkeeping: 
benefits of recordkeeping, important property and financial records 
and papers to keep on file, development and organization of personal 
recordkeeping and home filing systems, and yearly overhauls of 
recordkeeping systems. Lesson 3 addresses the following issues 
related to using credit wisely: decisions regarding use and amounts 
of credit, danger signals, costs of credit, gtridelines for shopping 
for credit, different types of credit, credit records, credit rights, 
credit responsibilities, and women and credit. Examined in Lesson 4 
are various considerations involved in purchasing insurance 
(identifying financial risk, minimizing risk, accepting or sharing 
risk, and transferring risk) and the features of different types of 
insurance (health, disability, life, car, and property and casualty) . 
Each lesson includes suggested activities and worksheet (s) . (MN) 
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Your Financial Action Plan 



Wouldn't it be nice if money grew on trees? Then when 
the utiliiy bill is due, you could pick $89. On your way 
to the grocery store you could pick $75. When your child 
needed $4 for skating, the money would be there. 

Unfortunately, money doesn't grow on trees. Most of 
us have to work for our money and plan for our future 
financial needs. It's easy to get caught up in everyday living 
and forget to look ahead. But you can't achieve financial 
security unless you plan and work toward your financial 
dreams. 

Yes, it is sometimes hard to realize that there is such 
a thing as a secure financial future when there are 10 more 
days 'til payday and the checkbook is bare. But your money 
can stretch farther if you manage your money careftilly. 

What's Important To You? 

Before you can make your financial dreams come true, 
you need to think about what things are important to you 
and your family. The things that are important to you are 
known as values. Here are some things that are impor- 
tant to families. Pick out the things that are most impor- 
tant to you and place a 'T' beside them. Place a ''2" 
by the things that are sort of important. Place a "3" be- 
side the things that aren't very important. 



religion 


job success 


education 


prestige 


family vacation 


food 


recreation 


making lots of 


insurance 


money 


friends 


starting a new 


health 


business 


jewelry 


family activities 


culture 


paying off debts 


(theater, movies. 


entertaitunent 


plays, dance 


new home or 


recitals) 


condominium 


transportation 


boat, fishing 


(car, truck) 


equipment 


household 


personal appearance 


furnishings 


(clothes, shoes. 


other 


haircut) 



Now compare your list with your checkbook or spend- 
ing receipts. Are you spending your money for things that 
are really important to you and your family? 

Do you and your spouse agree on your spending values? 
Or does your spouse like to buy fishing tackle when you 
would rather buy clothes? It's hard enough for one per- 
son to decide which item is most important. It's even hard- 
er when two or more people who share money have to 
decide where the money should go. That's why it's im- 
^ rtant for all family members to openly communicate 
about iheir spending priorities. Communication and joint 
decision making are especially important regarding your 
family's budget, savings and use of credit. 

What Do You Want To Do 
With Your Money? 

You need to look into the future and see where you want 
to be before you can get there. Your list might look some- 
thing like this: 

• make ends meet 

• own your home 

• get more education for yourself so you can earn more 
money 

• educate your children 

• save money for emergencies equal to 3 months take- 
home pay (in case of unemployment or illness) 

• decrease your debts 

• save money for special things (down payment on house, 
finish your basement, remodel your house, take a fam- 
ily vacation, braces for your children) 

• insure yourself adequately against loss 

• save money for retirement 

Think about your family goals. Include all family mem- 
bers when setting family spending goals. Write these goals 
down so you can see what you say you want. 

Financial goals are the specific things you want to do 
with your money within a given period of time. Goals give 
you direction. They give you a purpose for the way you 
spend your money. Think about the things you want your 
money to do for you now and in the future. Think about 
your short*term, intermediate and long-term goals. 



Short-term goals are the things you want to get done 
in the next day, week, month, 6 months or year. Inter* 
mediate goals are the things you want to accomplish in 
the next 1 to S years. Long-term goals are the things you 
want to accomplish in the next 5 or more years. Each goal 
should: 

• be specific 

• be realistic, challenging, achievable 

• be measurable 

• have a target deadline for completion 

• be yours/the family's 

What's wrong vith the statement **I want to save mon- 
ey.'' How can make this a realistic financial goal? By 
saying **I want ^ save $25 a week for 12 months." This 
statement more closely meets the requirements of a goal. 
Of course, that goal would depend on an individual's or 
family's income and values. 

Use Worksheet 1 to help you decide what you want 
to spend money for. 

Analyze Your Income and 
Spending (Cash Flow) 

After you have listed your goals, you may question if 
it's possible to realize any of them and still pay day-to- 
day bills such as food and clothing as well as taxes and 
insurance. To answer that question, you need to know your 
family cash flow. 

Your cash flow is the flow of money into your pocket 
and out again. How well do your income and expenses 
match? That sounds simple, but few of us take time to 
see what comes in and goes out each month. 

Use the cash flow worksheet (Worksheet 2) to list your 
income and your expenses for 1 month. List all of your 
monthly income. Include your salary, tips, dividends, in- 
terest from investment or savings accounts, capital gains 
from investment sales and income from rental property 
or royahies. Also, keep a record of your expenses for a 
month. Use check stubs and receipts to monitor your 
spending. 

Include your fixed and flexible expenses. Fixed ex- 
penses are rent or mortgage payments, installment loans, 
insurance payments and other regular payments. Flexi* 
ble expenses are the budget items you have more control 
over. These include food, clothing and utilities. 

If income exceeds expenses, you'll have money to put 
in your savings program. If income does not exceed ex- 
penses throughout the year, sec what you can do to in- 
crease your income or decrease your expenses. A job that 
pays more or an additional job can increase income. Look 
at your budget to see if you can find spending leaks. Can 
you reduce your flexible expenses? 



Plan Your Spending 

The key to financial comfort is budgeting. With just a 
few months of disciplined spending, you can reverse over- 
spending, free extra money for savings and investments 
and build a cash cushion for emergencies. 

A budget is a boundary for your spending. When you 
tell your child to be home at 6 p>m. for -Hnner, you have 
made a rule or set a boundary for your child. Likewise, 
when you allow $73 a week for food, you have set a spend- 
ing boundary. A budget is a sp<^nding guideline. 



Spending Guidelines 

Spending guideline percentages may be useful as you 
examine your spending patterns. Spending guidelines are 
for comparison purposes only. They are not hard and 
fast rules. One family may choose to spend 40 percent 
on housing and less on clothing, credit atid transportation, 
while another may choose to spend more on transporta- 
tion and less on housing. Here are some spending 



guidelines: 

Housing (including utilities and supplies) 33-35% 

Food 18-25% 

Transportation (gasoline, oil, public 7-9% 

transportation) 

Clothing 6-12% 

Medical (including dental, prescriptions, 6-8% 

health insurance) 

Auto insurance 2-3% 

Life insurance 2-5% 

Educational advancement 1-2% 

Credit obligations (including auto 12-15% 

payment) 

Savings 2-10% 

Recreation/entertainment 2-10% 
(church, charities) 



Necessary living expenses (shelter, food, clothing and 
transportation) account for approximately three-fourths 
of take-home pay. 

How do you determine spending percentages? Here's 
an example. If you spent $350 per month on housing and 
your take-home pay is $1,000, then you are spending 35 
percent of your income on housing. 

X 100 ^ 35% 

$1,000 

The important thing to remember is that your take-home 
pay is like a piece of pie. If you cut one slice too big, all 
the other pieces will have to be cut smaller or else you'll 
find yourself having to borrow to make ends meet. 
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Make a Written Spending Plan 

Do you have a written plan that guides your spending? 
If not, use Worksheet 3 to plan your monthly spending. 
You can use Worksheet 3 to list what you plan to spend 
as well as what you spent. Use check stubs and receipts 
to account for your spending. As you develop your plan, 
see if you have allowed enough money for the following 
items: 

• Mayor expenses and future goals such as adding rooms 
to your home, buying a car, paying for your child's edu- 
cation, buying a boat, gifts or furniture. 

• Emergencies such as tires, medical expenses, car ac- 
cidents, unemployment, car repairs, dental bills, house 
repairs and appliance repairs. 

• Seasonal expenses such as school supplies and clothes; 
house, car, health, life and disability insurance; regis- 
tration fees for children in such groups as football, base- 
ball and basketball leagues; family vacations; birthday 
and Christmas gifts; taxes and license plates. 

• Debts or past due bills. 

• Monthly expenses such as savings or investments, rent 
or mortgage, utilities, household supplies, food, con- 
tributions, installment payments and medicine. 

• Daily expenses such as school lunch and supplies, 
snacks and meals out. 

• Miscellaneous expenses such as civic club du^s, 
gameroom, newspaper or magazine subscriptions, laun- 
dry, clothing purchases and repairs, theatre, movie, 
recreation and personal care. 

Plan for Savings 

When making our your budget or spending plan, plan 
for savings tlrst. You can grow richer each month if you 
pay yourself first. Each month before you pay your bills, 
put 10 percent of your gross pay into your savings fund. 



When you do this at the beginning of the month, your en- 
tire paycheck will not slip through your fingers. If you 
wait until the end of the month, there may not be any- 
th'*-g to save. 

Paying yourself first gives you an automatic, systemat- 
ic way to make your money grow. Regardless of your oc- 
cupation or your income, this system works. A payroll 
deduction for savings is another way to save regularly. 

When you receive a pay raise, consider putting a por- 
tion of the raise into a savings account. Another technique 
for saving money is to empty your change into a can at 
the end of every day. Then at the end of the month, roll 
the coins and put them in your savings account. You can 
save up to $30 a month this way. 

Review Your Spending 

After establishing a plan for spending and savings, you 
need to carry out the plan. The best financial plan is worth- 
less unless you carry it out. Keep track of your expenses 
to see that you are within the plan. If not, or if you have 
unplanned expenditures, make adjustments. 

If you are spending more than you have, you must ei- 
ther increase your income or decrease your expenditures. 

Suggested Activities That 
Start Your Financial Action Plan 

• Schedule a family get-together. Have each person write 
down one specific spending goal. Then, select a fami- 
ly goal for this year. Discuss a plan for reaching each 
goal. 

• Identify your total monthly money income. 

• Keep a record of all your spending for a month. 

• Develop a spending plan for the year and stick to it. 



Prepared by Mary Ann Lawroski, Bonneville Extension Home Economist, 
and Marilyn C. Shinn, Ada County Extension Home Economist, University 
of Idaho Cooperative Extension Service. 

Assisting in the preparation of this material was Betty P. Turner, Extension 
Family Economics Specialist, UI School of Home Economics, Moscow. The 
authors acknowledge the assistance of Jerry Adams, Production Coordinator, 
and Mark Wanile, Printing Graphic Artist, both of the UI Agricultural Com- 
munications Center, Moscow. 

Parts of this lesson came from materials developed by: Esther M. Maddux, 
Extension Home Economist, Family Resource Management Specialist, Univer- 
sity of Georgia Cooperative Extension Service. 
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Worksheet 1 

Family Goals 

Briefly describe your goals. 

Cost 

Goal Total cost per month Target date 

Short-term (within 
the next 12 months) 



Intermediate (1-5 years) 



Long-term (over 5 years) 
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Worksheet 2 

Cash Flow Worksheet 

Month 



Income Amount $ 

Salary and tips 

Interest, dividends, savings 

Other 

Total monthly income $ 

Expenses Amount $ 

Rent or mortgage 

Utilities 

Food 

Transportation 

Clothing 

Medical 

Insurance 

Education 

Credit 

Savings 

Recreation/entertainment 

Church/charities 

Other 

Total monthly expenses $ 

Income^xpenses $ 



Worksheet 3 



Plan YoiiF Spending 



Montli 


January 


Febnia y 


March 


April 


May 


June 


Amount of income 
















Expenses 


Plan 


Spent 


Plan 


Spent 


Plan 


Spent 


Plan 


Spent 


Plan 


Spent 


Plan 


Spent 


Savings, investments 


























Housing — Rem or nwngage 


























Utilities 


























Electricity 


























Gas or other heating mel 


























Water/sewer 


























Telephone 


























Garbage 


























Home furnishings and equipment 


























Household maintenance 


























Childcare 


























Household helo 


























Transportation 


























Automobile payment 


























Gas 


























Maintenance 


























Bus, taxi, etc. 


























Food and Groceries 


























Meals eaten out 


























Alcohol and tobacco 


























Clothing 


























Personal care 


























Laundry/dry cleaning 


























Hair care 


























Spa and health club 


























Insurance 


























Automobile 


























Property 


























Home 


























Medical 


























Disabilitv 


























Life 


























Medical 


























Physician 


























Dentist 


























Prescriptions 


























Other 


























Recreation/Entertainment 


























Cable TV 


























Business Expenses 


























Taxes 


























Gifts 


























Contributions 


























Education or self improvement 


























Monthly installments 


























Depanment stores 


























Bank charge cards 


























Oil companies 


























Loans 


























Other 


























Miscellaneous 


























Total Expenses 


























Income less expenses 
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Worksheet 3 (cont'd) 

Plan Your Spending 



Month 


July 


August 


September 


October 1 November 


December 


Amount of Income 














Expenses 


Plan 


Spent 


Plan Spent 


Plan 


Spent 


Plan 


Spent 


Plan 


Spent 


Plan 


Spent 


Savings, investments 






i 


















Housing — Rent or mortgage 
























Utilities 
























Electricity 






\ 

J 


















Gas or other heating f\ie\ 






! 

i 


















Water/sewer 






! 

i 


















Telephone 






I 


















Garbage 






L 




















Home furnishings and equipment 






I 




















Household maintenance 


























i Childcare 






i 




















Household help 


























Transportation 


























Automobile payment 


























Gas 






r 

t 




















Maintenance 




1 






















Bus, taxi, etc. 




t 




















Food and Groceries 
























Meals eat ;n out 
























Alcohol and tobacco 
























Clothing 


























Personal care 


























Laundry/drycleani ng 






1 


















Hair care 






1 

1 


















Spa and health club 






1 


















Insurance 






\ 


















Automobile 


























Property 


























Home 


























Medical 


























Disability 


























Life 








1 














Medical 












I 














Physician 


























Dentist 


























Prescriptions 






i 


















Other 






! 


















Recreation/ Entertainment 
























Cable TV 
























Business Expenses 






1 


















Taxes 
























Cifts 






i 

i 


















Cortribaiions 
























Education or self improvement 
























Monthly insullments 


























Department stores 


























Bank charge cards 


























Oil companies 
























Loans 


























Other 


























Mi<:cellai)eous 


























Total Expenses 


























Income less expenses 



























NOTES 



ERIC 



tttutd In furth«rm« of ooopMtivt •xttntlor) work m aortcuHuro and honw •conomtet. Adt of May 8 and 
Juna 30. 1014. in oooparation wHh tha U.S. Dapaitmam of AQhcuKura. B. W. Scharmarttom. Actino DIractor of 
Cooparattva Exianalon Safvioa. Univaralty of Idaho. Moaoow. Idaho 83843. offar our pragrama and 
facWHaa lo all paopla wlihout ragard to raoa. cfaad. oolor. tax or national ortgln. 
800. Mtfth 1989 $1.50 per let 

O 
U 




Lesson 2 



Coming To Grips with Your Finances 
Hon^e Study Course 



Misc. Series. No. 112 




Universityof Idaho 

Cooperative Extension Service 



Record Keeping: 
What To Keep, What To Discard 



ERIC 



Every family has an accumulation of records and im* 
portant papers. For some families, getting financial records 
in order mimics Mdxk Twain's conclusion about the weath- 
er: ''Everybody talks about it, but nobody does anything 
about it/' Yet there is nothing too time consuming or dif- 
ficult about keeping an accurate finger on your financial 
pulse. Once you have set up a system, the process is fair- 
ly mechanical and much more efficient than having receipts 
scattered all over the house* 

To help you decide whether you need to do something 
about your record keeping, ask yourself a few questions: 
Yes No 

Do you have a record system? 

Would it be easy for other members of 

your household to figure out your rec- 
ord system? 

Does anyone know where to turn for 

necessary information about the fami- 
ly assets and obligations? 

Do you have a listing of people who are 

important contacts, such as tax coun- 
selors, attorneys, bankers, brokers, in- 
surance representatives, employers, 
creditors and debtors? 

Arc you sure titles to property and pos- 
sessions are held in the best way for all 
concerned? 

Do you know which important papers 

can be replaced if there is a fire and 
your records are destroyed? 

If you answered ''no'' to two or more of these ques- 
tions, you may want to improve your record keeping sys- 
tem or get one started. 

Record Keeping Can Help You: 

• Keep a close tab on where the money goes, which can 
be especially important in uncertain economic times. 

• Manage daily family financial responsibilities. 

• Provide evidence of a significant event, such as a birth, 
death, marriage or divorce, or an impoitant transaction, 
such as the repayment of a loan. 
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• Recover losses from fire, theft, flood or other casualties. 

• Organize your financial activities, such as budgeting and 
planning for savings and investing. 

• Prove that you are entitled to services and benefits, such 
as repair of household equipment under warranty or col- 
lection of insurance proceeds. 

• Decrease the hassle of preparing tax retoims. 

If you have not been keeping many or any records, or 
if you have been indiscriminately saving papers for years, 
you still may be missing some important ones. When 
deciding whether to keep or discard a paper, consider: 
How likely are you to need that paper in the future? If 
you did not have the paper or the information it carries, 
would the consequences be minor or serious? Could you 
get the information some other way? If yes, how quickly 
and easily could you get it? 

Your answers to these questions will provide the base 
for a record keeping system that is suited to your needs. 

No matter the extent of your records, most likely they 
will fall into the general areas of property and fliuuKial. 

Important Records and Papers 
For Your FOes 

Property 

Personal — You should keep copies of most personal 
records that have been recorded by either a government 
agency or the courts. These include birth, marriage and 
death certificates; adoption papers, citizenship papers, mar- 
riage dissolution papers and military service records. 

Real Estate —Keep the following real estate records: 
deeds, title papers, mortgage documents, tax assessment 
notices, papers showing the price you paid for the prop- 
erty and papers showing the price when you sold. Also 
keep records of capital improvements including bills and 
receipts for the duration of ownership or longer as need- 
ed for tax purposes. 

Houaehold Inventory — An inventory of your posses- 
sions will be vital in case you have to mike homeowner's 



or tenant's insurance claims because of fire, theft or some 
other casualty. An inventory is also helpful if you are 
preparing a net worth statement. You should also photo* 
graph and list the contents of each room, basement and 
garage as well as other valuable items. Update the list at 
least once a year. Keep appraisals of especially valuable 
property, such as art, furs or jewelry. 

Financial 

Account Bock — A notebodc for recording income and 
expenses is an easy way for your family to see at a glance 
what you earn and what you spend. 

Bank Accounts Keep a list of each account, noting 
the name of the financial institution, names of co-holders 
of the account, account numbers, type of account and rate 
of interest, if any. Keep copies of the agreements you sign 
authorizing automatic deductions from your accounts. You 
should keep complete and up-to-date entries in your check- 
book register for each check you write. The completed 
register should be filed with your checking account state- 
ments. Cancelled checks are receipts and should be kept 
at least one year. Cancelled checks used as a basis for tax 
deductions should be filed with supporting materials for 
tax records. You will also want to keep your annual state- 
ments of interest earned on your savings accounts as part 
of your tax records for those years. 

Credit Accounts — Keep copies of your retail credit 
and installment loan contracts. These documents specify 
credit terms and may be required for tax purposes or to 
settle differences with the creditor. Also keep a complete 
record of all debts that others owe you. A list of credit 
card numbers, issuing companies, addresses and tele{dione 
numbers should be kept for the duration of the account. 

Investments — Investments in stock certificates, bonds 
and other securities that are lost, stolen or destroyed can 
be time-consuming or difficult to replace. 

List all stocks, bonds and mutual funds giving serial 
numbers, purchase price, date of purchase and name of 
person owning the certificate. Refer to this list frequent- 
ly to remind you to collect interest when due or to cash 
in bonds on maturity. You should also keep ongoing 
records for dividend dates and payments since you will 
need this information for tax purposes. 

Tax Records — For income tax purposes you are re- 
quired by law to keep records that '.vill enable you to com- 
plete an accurate tax return. Needed are all receipts, 
cancelled checks, vouchers and odier evidence to help you 
prove amounts claimed as deductions for credits. (Possi- 
ble deductible expenses include medical, taxes, interest 
expense, contributions and expenses related to employ- 
ment.) Keep copies of income tax returns, checks, receipts, 
supporting evidence and tax withholding statements at least 
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6 years. That is because the Internal Revenue Service has 
3 years from the date it was due or filed to audit your re- 
turn. However, if you have under-reported your gross in- 
come by more than 25 percent, the IRS can audit your 
return up to 6 years. 

Insurance — Insurance policies you hold might include 
life, accident, health, hospitalization, homeowners, per- 
sonal liability, disability and automobile. Your insunmce 
policies and records are necessary to make claims, to evalu- 
ate your coverage periodically arul to help your hein set* 
de your estate. These documents are easily replaced by 
the company. However, you should keep information on 
file about each policy. Information to record includes: 
Name of insurance company and agent, type and amount 
of coverage, policy numbers, names of those insured, 
beneficiaries, amount and due date of premiums and a rec- 
ord of payments and claims. 

Wills — Keep your will up-to-date. Usually the origi- 
nal, signed copy of your will is deposited with your at- 
torney or the probate court in your county. You may want 
to have other copies on file. 

How To Get Records 
And Papers Organized 

Once you have decided which papers to keep, you will 
need to decide how to organize them. The best system for 
efficient record keeping depends on the individual fami- 
ly. The following three decisions should be considered be- 
fore setting up or improving your record keeping system. 

1 . Choose one place to keep your records. This family 
finance center might be as elaborate as a home office 
or as simple as a drawer in the kitchen, a file cabinet 
in the family room or a cardboard box that fits under 
the bed. Even an accordion folder will do. The im- 
portant thing is that you find a place where all the 
papers you will need to manage finances can be stored. 
It is ideal if there is a work place nearby. 

2. Decide who will take major responsibility for record 
keeping in your family. Of course, all family mem- 
bers, including the children old enough to understand, 
will want to know how the filing system works and 
how information can be found easily. Some of the rec- 
ord keeping tasks can be shared or delegated. But one 
person with the skills and interest to handle the job will 
want to take leadership. 

3. Develop a regular schedule for bookkeeping and re- 
solve to stick to it. A routine will actually reduce the 
amount of time you spend on record keeping. Set up 
a regular time during the month to balance the check- 
book, fill in the family income and expense records 
and pay the bills. 
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Organizing a Home 
Filing System 

A home filing system can be as individual as the per- 
son who sets up and uses the arrangement. Usually it helps 
to alphabetize by large categories^ then also alphabetize 
subtitles. If subtitles have individual folders, information 
should be easy to file and, later, to recover. 

Use page 4 as a guide to organizing your file and as 
a file index kept in the front of the first drawer (or box) 
of your filing system. 

Using a Safe Deposit Box 

You will want to keep some records in a safe deposit 
box. As a rule, anything you can't replace or that would 
be costly or troublesome to replace should go in a safe 
deposit box. Here are some suggestions: 

• Birth certificates 

• Citizenship papers 

• Social Security cards 

• Passports 

• Marriage certificates 

• Adoption papers 

• Divorce decrees 

• Wills 

• Death certificates 

• Real estate papers, abstracts 

• Deeds, plats 

• Titles to automobiles 

• Household inventory 

• Military papers, discharge and disability papers 

• Bonds and stock certificates 

• Important contracts 

• List of records and important papers 

File These Papers in Your Wallet 

• Driver*s license 

• Identification (name, address, who to notify, special 
health information 

• Membership cards 

• Social Security cai'd 

• Auto insurance card 

Figuring Your Net Wortti 

Another form you will want as part of your records is 
a net worth statement. To find out your net worth, just 
add up the value of all you own — * your assets and sub* 
tract the total of all you owe — your debts. This calcula- 
tion will be needed: 

• To apply for a loan 
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• To plot your financial growth 

• To make plans for the future 

Worksheet 1 , 'Tour Net Worth Statement," will help 
you take a reading of your financial pulse. The extra 
columns are for calculating your net worth in upcoming 
years. Look at your overall financial situation annually. 
Here are some guidelines for calculating assets: 

• Ask a real estate agent to estimate the value of your 
house in today's market. Don't use the price you paid 
for it. 

^ Check a used car price guide for the value of your car. 

• Make a conservative estimate of the value of household 
items. Anyone who has had a garage sale knows that 
even televisions and stereo equipment often don't bring 
what you think they are worth. 

• Use the appraised value for antiques and art. 

• Check the newspaper for the maiket value of stocks and 
mutual funds. 

• Check your policy to find the cash surrender value of 
whole or straight life insurance policies. 

• The current value of your pension is the amount you 
would receive if you quit your job today. 

Here are some guidelines for calculating debts: 

• The balance of your mortgage loan on your house may 
be on your monthly statement. If not, ask the lender 
for an amortization schedule of your mortgage. 

• List the balance due on all charge accounts, installment 
accounts and loans. 

^ Current bills include what you owe the dentist, this 
month's water bill, telephone charges, etc. 

Now subtract total assets minus total debts. That's your 
net worth. 



Plan for Yearly Overhaul 

Even the best record keeping system probably won't Ifill 
your needs forever. Changes in employment or your fam- 
ily's life style require some adjustments in your record 
keeping requirements. At least once a year plan to review 
your files and do some house cleaning. January might be 
the best time for a record keeping overhaul, since tax time 
will require you to look at your financial picture. 

Suggested Activities to Start 
or Revise Record Keeping 

• Set up or reorganize a file system in your home. 

• Assemble appropriate records and papers and place in 
a safe deposit box. 

• Prepare a household inventory. 

• Determine your net worth. 




Home Filing System 



If organiziiig a home file, the following list of headings and subheadings may be helpfid: 



Accounts and Records 
Account book 
Automobile records 
Credit card information 
Education information 

Transcripts 

Diplomas 
Employment records and resumes, 

health benefit information 
Equipment guarantees and instractions 
Health records 
Household inventory 
Income tax records 
Letter of last instructions 
Magazine subscriptions 
Property tax records 
Real estate records 
Social Security records 
Wills (copies) 

Addresses 

Home/business 
Personal 

Bank 

Cancelled checks and bank state- 
ments, current year 

Deposit slips 

Installment agreements 

Loan contracts 

Safe deposit box 
List of contents and key 

Bills 

Unpaid bills 
Paid bill receipts 

Correspondence 

Home/business 
Personal 



Investments and Savings 

Bank savings 
Credit union 
Stocks and bonds 

Insurance Papers 

Automobile 
Fire 

Health and accident 
Homeowner's package 
Liability 
Life 

Property 
Theft 

Personal 

Birthday dates 
Christmas card list 
Hobbies 

Reading book lists 

Organizations 

Civic group 

Church 

School 

Reference Material 

Budgeting 

Child care 

Cleaning 

Clothing 

Crafts 

Equipment 

Foods and nutrition 

Furniture 

Gardening 

Health and safety 

Home ftimishings 

I^dscaping 

Laundry 

Remodeling and repair 
Building 
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Worksheet 1 



Your Net Worth Statement 

Assets (What we own) 

19 19 19 

Cash 

Cash on hand _ 

Checking accounts _ 

Savings accounts _ 

Certificates of deposit _ 

Investments 

Government bonds and instruments _ 

Mutual funds _ 

Bonds: Corporate and municipals _ 

Stocks _ 

Limited partnership programs _ 

Life insurance and annuities 

Cash value, accumulated dividends _ 

Annuities _ 

Vested retirement fund benefits _ 

Accrued pension or retirement benefit _ 

Real estate 

Home (market value less mortgage) _ 

Other real estate _ 

Property 

Household furnishings _ 

Jewelry and furs _ 

Art and antiques _ 

Vehicles _ 

Other valuables _ 

Other 

Loans receivable (owed you) _ 



Total family assets $ 



(see back for liabilities section) 
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Worksheet 1 (cont'd) 

Liabilities (What we owe) 
Unpaid bills 

Charge accounts 

Credit card accounts 

Taxes 

Insurance premiums 

Other 

Balances due on 

Installment contracts 

Loans (from banks, savings and loan 

associations, insurance companies, etc.) 

Other 

Mortgages payable on home and other 

property (or rent) 

Total family liabilities $ $ $ 

Summary 

Assets 

Liabilities 



Net worth of family $ $ $ 
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and Marilyn C. Shinn, Ada County Extension Home Economist, University 
of Idaho Cooperative Extension Service* 
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and Mark Wardle, Printing Graphic Artist, both of the UI Agricultural Com- 
munications Center, Moscow. 

Parts of this lesson came from materials developed by: Cynthia L. Needles 
Fletcher, Family Environment Specialist, and Jane Schuchardt, Communica- 
tion Specialist-Home Economics, Iowa State University Cooperative Exten- 
sion Service. 
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Using Credit Wisely 



Credit can be a valuable resource. But if abused, it can 
tie up future income. When you use credit, stick within 
your budget. Only borrow what you can afford to repay. 

Credit has many advantages. If you lack discipline or 
time to save money, you can satisfy immediate needs. 
Credit is handy and convenient. It allows you to use an 
item while paying for it. If you carry credit cards, you 
car carry less cash. It allows you to take advantage of sales 
even though you can*t pay for the items right then. Being 
able to deduct the interest on your income tax is another 
benefit. 

On the other hand, credit has many disadvantages that 
need to be considered. You may buy more than you can 
afford. The use of credit adds additional cost to the origi- 
nal purchase price of the item. It may discourage you from 
comparison shopping to get the best buy. If you don't un- 
derstand the credit contract, you may agree to something 
you don't really intend to. Overuse can tie up income need- 
ed for necessities. That's why it is important to make credit 
decisions within your budget. 

The Credit Decision 

Think carefully before you purchase something on cred- 
it. Do you need it? Is it worth the extra cost? And most 
importantly, can you pay back the money? 

No matter what form of credit you're considering — 
department store charge account, credit card, car loan or 
mortgage — never borrow unless you realistically can meet 
the pay-back requirements. If there is no fixed repayment 
schedule, such as with a department store revolving charge, 
plan to pay off the debt in no more than 6 months. Of 
course, in many cases, it is to your advantage to repay 
within the billing period and avoid finance charges. 

How you use credit is a personal decision. Analyze your 
family needs realistically. Set priorities. Look at credit 
use as a part of your total spending plan. Remember, credit 
is not extra income. It is obligating future income. When 
determining how much credit you can safely assume, con- 
sider these factors: 

• The size of your family and its basic living expenses. 
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• The size and stability of your income. 

• Whether additional credit payments will cut into mon- 
ey needed for emergencies or unexpected jumps in the 
price of necessities. 

• Amount of debt you already have. 

How Much Credit 

If you decide to buy on credit, the next question is how 
much can you afford to use. A common consumer rule 
of thumb is that credit use be limited to 15% or 20% of 
your take-home pay, excluding mortgage payments. While 
this may serve as a rough guideline for some, it may not 
apply to others. Your personal values and your economic 
situation influence your credit decisions. You must de- 
termine your needs, goals and financial limits, then plan 
credit use accordingly. 

Credit should be limited to amounts you can pay safely 
out of current and future income. This means analyzing 
your financial situation in terms of the money you earn 
and the expenses you must meet. Since credit payments 
usually are made by the month, it is helpful to consider 
income and expenses on a monthly basis to determine how 
much credit you can afford to use each month. The table 
below provides a way for you to figure how much credit 
you can afford. 

Monthly take-home pay $ 

10% of take-home pay (pay x .1) $ 

20% of take-home pay (pay x .2) $ 

Monthly credit payments owed 
(not including mortgage) $ 

Use Worksheet 1 to determine your debt commitments. 
If your credit payments are less than or equal to 10% 
of your take-home pay, you can continue your careful use 
of credit. If your credit payments are between 10 and 20% 
of your take-home pay, you need to think twice before 
taking on additional credit. If your credit payments are 
over 20% of your take-home pay, you should avoid tak- 
ing on more credit. 
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Danger Signals 

The best way to handle excess debt is to avoid it in the 
first place. These situations may indicate you are headed 
for credit problems. 

• You find yourself paying only the minimum balance due 
on credit accounts. 

• You can't pay all the bills that come due each month, 
so you pay some and ignore others. 

• You draw from savings to pay everyday expenses. 

• You are always out of cash and tend to charge items 
you used to pay for on the spot. 

• You are embarrassed to charge at stores where you are 
behind in payments. 

If you can't pay a debt, let the creditor know. The worst 
thing you can do is ignore it. Give specific reasons why 
you can't pay. Suggest an alternative payment plan that 
you can handle. Almost every creditor will be recep*. ve 
to such an offer, since it provides some hope that the mon- 
ey will be paid back. The creditor's remedies — repos- 
session, hiring a collection agent or garnishing wages — 
are unpleasant and costly. Be realistic about your long- 
term repayment plan. If you don't meet these new com- 
mitments, many creditors will take immediate legal action. 



Cost of Credit 

How much you pay for credit is influenced by a num- 
ber of factors, including how much you borrow, how long 
you borrow, from whom you borrow, whether you bor- 
row with or without collateral and what's in your credit 
recoixl. To keep credit costs down, you must do some com- 
parison shopping. 

It doesn't make much sense to get the best deal in town 
on a car and then get a loan costing several hundred dol- 
lars more than one you could have arranged across the 
street. 

Never assume all creditors charge ''pretty much" the 
same rates. The Truth in Lending Act, a federal law, re- 
quires that you be told exactly what credit costs. Look 
for these two terms: finance charge and annual percent- 
age rate. Both must be clearly shown on the written dis- 
closure statement. 

The finance charge is the total dollar amount you must 
pay for credit. It includes interest and other costs such as 
service charges and credit life insurance premiums. (Credit 
life insurance repays the loan if the borrower dies while 
the debt is still outsunding.) 

The annual percentage rate (APR) is the yearly charge 
for credit stated as a percentage. The APR is to credit what 
price per pound is to hamburger. It is the rate you pay 
per dollar per year for the credit you use. The lowest APR 
is usually the best credit buy. However, other aspects of 
the credit deal, such as the size of the payments and the 
total cost of the loan, should also be considered. 
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Shopping for Credit 

How much credit costs will depend on the source of the 
loan, the annual percentage rate and how much time you 
have to repay. The table below shows the difference in 
monthly payments and total dollar cost for contracts with 
repayment periods of 12, 18 and 24 months. The amount 
of credit received ($300) and the annual percentage rate 
( 1 8.0% on the declining balance) are the same for all three 
plans. 



Repayment 




18 mo. 


24 mo. 


period 


12 mo. 


Amount financed 


$300.00 


$300.00 


$300.00 


Annual percent- 






18.0% 


age rate 


18.0% 


18.0% 


Monthly payment 


S 27.50 


$ 19.14 


$ 14.97 


Finance charge 


$ 30.00 


$ 44.52 


$ 59.28 


Total amount to 








be repaid 


S330.00 


$344.52 


$359.28 



Compare Before You Borrow 

The cost of credit varies from one financial institution 
to another. Before borrowing, shop for credit just as you 
shop for products — compare prices. 

Before you borrow, find out the cost of borrowing from 
various sources. Learn the interest rate (APR), the finance 
charge in dollars and cents, the nwnthly payment, the num- 
ber of months and the total amount you will pay. 

If you have a savings account, investigate the cost of 
a passbook loan. If you have an insurance policy with a 
cash value, investigate the cost, advantages and disadvan- 
tages of borrowing against the policy. 

The two most commonly used forms of consumer credit 
are installment credit and credit cards. 

Installment Credit — The buyer signs a conditional 
sales contract for the amount of the item being purchased. 
The amount of each installment is predetermined and stated 
in the contract. Read the contract carefully before signing. 

Usually payments are made monthly. The finance charge 
is added to the purchase price and included as part of each 
payment. The seller retains title to or a security interest 
in the goods purchased. Nontulfillment of the contract at 
any point can result in repossession. 

Credit Cards — These may be for a single store or com- 
pany or a variety of sellers. There is usually a limit to 
the total amount of debt at any one time. 

Payments can be made in a flexible way. Usually there 
is a minimum monthly payment. You can make payments 
larger than the minimum. If possible, it's wise to pay the 
total balance each month to avoid interest payment 

If conditions for using credit do not appear on the ap- 
plication, you will receive them when you get the credit 
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card. Carefully study and be prepared to follow the con- 
ditions. Credit card conditions tell how to correct billing 
errors, where and how to report lost or stolen credit cards 
and your liability when such misfortune occurs. If you are 
not willing to comply with restrictions on the use of the 
card, destroy or return the card. 

When using a credit card, be sure the charges are cor- 
rect and the total clearly shown before you sign the sales 
receipt. Keep your receipts. When you receive your credit 
card bill, compare the purchases listed with your purchase 
receipts. If errors occur, have them corrected inunediately . 

When you receive a new credit card, sign it immedi- 
ately. This decreases the chance of it becoming a shop- 
ping tool of a dishonest person. Treat your card as carefully 
as you would cash. Be sure you get it back after each use. 

If your card is lost or stolen, phone the credit card com- 
pany immediately. Until you do so, you are responsible 
for all purchases made with your card. Notification im- 
mediately limits your responsibilities for purchases to a 
maximum of $50 per card. You can minimize your pos- 
sible loss by carrying only cards that you frequently use. 
Store the others in a safe place. 

Make a list of all the cards in your possession. Include 
the account number, the issuer's name, address and tele- 
phone number. Refer to Worksheet 2. Put the list in a safe 
but easy-to-reach place. Whether you lose a card by theft 
or carelessness, a handy list can help you notify the com- 
pany quickly. If you lose your credit card(s) and you don't 
have a list of your cards, the credit card number is on past 
credit charge receipts. 



Note: Destroy outdated credit cards by cutting them into 
small pieces. 



credit tile will indicate if you might be a good credit risk. 
Credit bureaus do not make decisions about granting credit. 
That is up to the creditor. Standards vary from one credi- 
tor to the next. 

It is a good idea to periodically check the accuracy of 
information in your file at the credit bureau. If you are 
denied credit, you can find out what's in your file at no 
cost. This inquiry needs to be ione within 30 days after 
being denied credit. If you are just curious, a small fee 
will be charged. 

If you find what you think to be incorrect information 
in your file, ask the credit bureau to check it out. Wrong 
information must be removed from your record. If you 
and the creditor disagree about the accuracy of the infor- 
mation, you can file a lOO-word statement telling your 
side. This statement must be added to your file and shared 
with other creditors requesting your credit report. 



Credit Records 

Your personal history of credit use will affect whether 
you can get a loan and how much it will cost. Your credit 
history depends on: 

• How promptly you pay your bills. 

• How much income you have. 

• How long you have lived or worked in the same place. 

• How much you owe. 

• What you own that is worth more than the credit you 
want. 

Credit bureaus are reporting agencies that receive and 
file records of credit transactions. If you have used cred- 
it, you probably have a file at a credit bureau near you. 
Transactions, plus specific information from public records 
such as a contract suit, judgment, tax lien or bankruptcy, 
are recorded in your file. When you apply for credit, the 
creditor usually asks the bureau for a report on you. Your 



Credit Rights 



Consumer credit laws can help you shop for credit, ap- 
ply for it, keep up your credit standing and resolve credit 
related problems. 

When shopping for credit, the creditor must tell you, 
in writing and before you sign any agreement, the finance 
charge and the annual percentage rate. Creditors must tell 
you the method of calculating the finance charge. Also, 
you must be told when finance charges begin on your credit 
account. 

When applying for credit, your race, color, age, sex, 
marital status and certain other factors may not be used 
to discriminate against you. The law does not guarantee 
that you will be granted credit. You must still pass the 
creditor's tests of credit worthiness. Creditors may not 
ask your sex on an application form, unless you are ap- 
plying for a loan to buy or build a home. Creditors may 
not ask about your birth control practices or whether you 
plan to have children. The creditor must count all of your 
income, even from a part-time job. You do not have to 
disclose income from child support or alimony payments, 
but if you do, creditors must count them if you can prove 
they are steady and reliable. 

In cases of billing errors, the law sets out a procedure 
to correct them. First, notify the creditor in writing with- 
in 60 days after the bill was mailed. Identify the error and 
explain why you believe the bill is wrong. Pay all parts 
of the bill that are not in dispute. While waiting for an 
answer, you do not have to pay the amount in question 
or any finance charges that apply to it. The creditor must 
acknowledge your letter within 30 days. Within two bill- 
ing periods, the creditor must either correct your account 
or explain why the bill is correct. If no error is found, 
the creditor may bill you for the finance cl arges that have 

accumulated while you were disputing the bill. 
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Credit Responsibilities 

If used carefully « credit can be a real asset to your fam- 
ily's financial well-being. But, at the same time, abusing 
the credit privilege can ruin even the best spending plan. 
As a manager of your family *s money, you have a respon- 
sibility to use credit wisely, shop for the best credit terms 
and maintain a good credit record. 

Women and Credit 

By law, women have equal credit opportunity and may 
not be discriminated against because of sex and marital 
status. However, this does not give an automatic right to 
credit — women must be "credit worthy.** Women usually 
need to have an income of their own to establish credit 
in their own name. 

Women sometimes have difficulty in establishing finan- 
cial identity. Unlike men, who have fairiy continuous em- 
ployment, women sometimes are in and out of paid 
employment because of the many roles they perform. 
When a woman marries, she can lose her financial iden- 
tity if she uses only her husband's name on credit accounts. 
If she has an income and shares in paying the bills, ^he 
should maintain her credit and financial identity by 



♦ Keeping at least one charge account in her own name. 

♦ Having her own savings account in addition to a joint 
one. 

♦ Making sure she uses and is co-responsible for the ac- 
counts. 

♦ Making sure joint charge accounts with her husband are 
in both names (thus building up credit history in each 
separate name). 

If you recently married and wish to retain a separate 
credit file, write to your creditors and indicate your name 
change, if any, and indicate your preference to keep the 
account in your name only. 

Suggested Activities for 
Using Credit Wisely 

♦ Examine your current debt commitments (use Work- 
sheet 1). 

♦ Make a list of your credit cards and store in a safe place 
(use Worksheet 2). 

♦ Check your file at the credit bureau tor accuracy. 

♦ Establish credit in your own name, if you have not 
already. 



Prepared by Mary Ann Lawroski, Bonneville Extension Home Economist, 
and Marilyn C. Shinn, Ada County Extension Home Economist, University 
of Idaho Cooperative Extension Service. 

Assisting in the preparation of this material was Betty P. Turner, Extension 
Family Economics Specialist, UI School of Home Economics, Moscow. The 
authors acknowledge the assistance of Jerry Adams. Production Coordinator, 
and Mark Wardle, Printing Graphic Artist, both of the Ul Agricultural Com- 
munications Center, Moscow. 

Parts of this lesson came from materials developed by: Mark Lino, Gradu- 
ate Assistant, New York State College of Human Ecology, Cornell Universi- 
ty; Cynthia Needles Fletcher, Extension Specialist in Family Environment, 
and Jane Schuchardt, Communication Specialist, Iowa State University Cooper- 
ative Extension Service: Esther M. Maddux, Extension Home Economist, Fam- 
ily Resource Management Specialist, University of Georgia Cooperative 
Extension Service: Alice Mills Morrow, Extension Familv Economics Spe- 
cialist, and Martha A. Snider, Instructor, College of Home Economics, Ore- 
gon State University. 
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Worksheet 1 

Your Credit Status Worksheet 

This worksheet will help you analyze your current debt commitments (excluding a home mortgage loan). 
The average consumer will probably not want to commit more than 15% to 20% (or about %) of income 
after taxes to installment payments. 



Loan 



Amount 
still owed 



Source of loan 



Annual 
percentage rate 



Months 
left to pay 



Monthly 
payment 



Car 



Education debt 



Automatic overdraft 
on checking account 



Installment loans 



Credit cards 



Other 




A. Monthly take-home income 

B. Total monthly payments 

(total last column) 

C. Monthly take-home income 

divided by 6 (about 
17 percent) 



2^ 



If B is greater than C, you have 
about as much debt as you can 
easily carry with your income. 
Before using more credit, try to 
pay off some of your debts, 
especially those with the highest 
annual percentage rate of interest. 



NO'TES 



Worksheet 2 



Our Credit Cards 

Make a list of your credit cards, and keep it in a safe place at home. If your credit cards are lost or stolen, 
you will need this information. 



Card account 
number 


Address of company 
to notify if 
lost or stolen 


to call if 
lost or 
stolen 


Name(s) 
on card 


"^hpr information: 

credit limit, 
expiration date, 
etc. 
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Protecting Against Financial Risks: 

Insurance 



What would happen if you or your spouse were out of 
work for several weeks. If you were in the hospital for 
7 days? If the roof blew off your house? Worst of all, if 
your spouse died? 

How would events like these affect your finances? Pur- 
chasing insurance is the primary way famndlies protect them- 
selves against the risk of financial loss caused by 
destructive or damaging events. 

Insurance helps protect you by pooling the risk with a 
lot of other people like you. You pay a small amount (in- 
surance premium) to an insurance company which will 
in return pay you for the damaging effects of a large loss, 
should it happen. You transfer some financial risk to the 
insurance company. 

Identifying Financial Risk 

Families commonly face personal, property and lia* 
bility risks. 

Personal risks are the uncertainties surrounding loss 
of income and expenses caused by unemployment, illness, 
disability and premature death. 

Property risks are the losses of personal property and 
real estate caused by fire» wind, accident and theft. 

Liability risks involve possible losses because of ne- 
glect or carelessness that result in bodily injury or prop- 
erty damage to another person. For example, a person 
might fall on a broken step and break a leg. You may fail 
to stop at the stop sign aiKl run into another car. Your dog 
could bite the mail carrier. How can you best cope with 
these risks? You may: 

• Minimize the risk 

• Accept the risk or a portion of it 

• Transfer the risk 

Minimize the Risk 

You can*t eliminate some risks, but you can postpone, 
ij minimize or control some losses. For example, you'll be 
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more likely to stay healthy if you develop sound, safe, 
health-care practices. Lock doors to make it more diffi- 
cult for burglars to steal from your home or car. Drive 
carefully to lessen your chances for liability in an accident. 



Accept or Share the Risk 

Some people choose to accept certain risks or portions 
of risks. For example, you may choose to develop a sav- 
ings program instead of buying life insurance to pay for 
burial expenses. You may insure against major medical 
bills or property damage but plan to assume medical or 
property loss through a deductible (the amount of money 
you agree to pay per claim before the insurance company 
pays for a loss). 



Transfer the Risk 

You can choose an insurance program to transfer every- 
day risks. However, don't overlook other ways of trans- 
ferring risks. For example, you may transfer the risk of 
losing the breadwituier*s income by sharing the income 
responsibilities. A second wage earner in the family is a 
way of protecting against complete loss of income. 

Buying insuraiKe is an important decision. And only 
you — by becoming well-informed » can decide what you 
need and can afford. Insurance is a part of your overall 
financial planning, changing over time as your needs 
change. Insurance should not be viewed as an isolated 
purchase. 

If you need insurance protection, shop around. Discuss 
your insurance needs with agents from several companies. 
Your aim is to buy insurance for your needs instead of 
being sold protection that you don't need. 

You will find considerable variation in rates and cover- 
age. Uixterstand the variations and select the policies that 
suit your particular needs. 

The discussion that follows will help you determine your 
family's insurance needs. 
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Health Insurance 

With rising medical costs, health insurance is a neces- 
sity. If a young faniily can afford only one type of insur- 
ance, health coverage is a wise choice. 

Self-Insurance 

Before deciding how much insurance you need, ask 
yourself this question: How much can you afford to pay 
for medical expenses? Some predictable costs, such as rou- 
tine checkups, can fit into a long-range spending plan. A 
few unpredictable expenses might be handled without 
straining the family's financial well-being. 

This strategy of assuming ceitain medical expenses your- 
self is called ''self-insurance.'* Actually, the deductible 
on a health insurance policy represents the auKxint of loss 
you agree to self-insure against. Policies with higher 
deductibles will have lower premiums. Do not allow 
deductibles to exceed the amount you can afford to pay 
out of current income and cash reserves. Once you have 
determined your self-insurance limits, look next at medi- 
cal expense and disability coverage. 

Medical Expense Coverage 

The high cost of medical care will require you to cover 
most of die risk with insurance. To plan your medical ex- 
pense coverage, first, identify the types of coverage avail- 
able; second, buy the maximum limits you can afford. 

Hofipitalization This covers daily room, board and 
regular nursing services in the hospital. You'll also be co- 
vered for certain hospital services and supplies, such as 
X-rays, lab tests and medication. Know these specifics 
about your hospital coverage: 

• How many days of hospital care will it cover? 

• How much for room and board will it pay each day? 

• How do your hospital benefits compare? 
Ask at your local hospital about daily charges. 

Surgical — This pays for surgical procedures. Check 
the policy for a detailed list of surgical operations covered 
and the maximum benef?t that can be paid for each. Sur- 
geon fees vary, so you'll want a policy in line with what 
doctors are charging in your community. 

Medical The basic hospital, surgical and medical poli- 
cies pay benefits that have relatively low maximum pay- 
ments. If you were badly injur^, your bills would 
probably exceed the payment limits. Major medical in- 
surance picks up where basic coverages leave off. Most 
policies cover a fixed amount — usually 75 or 80 percent 
— of all expenses above a deductible. Upper limits on pay- 
ments can start at $10,000 and range to unlimited anxHints. 

Most families need major medical coverage as part of 
a health insurance plan. If you can*t afford the health in- 
surance you*d like, it would be wise to buy major medi- 
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cal with a $S00 or $1 ,000 deductible. The premium you 
save can be used to increase coverage and increase your 
protection against catastrophic medical bills. 

Comprehensive This medical expense insurance 
combines all or most of the above benefits into a single, 
comprehensive plan. A good comprehensive policy will 
cover most of die costs of illness and injury. Although 
some individual plans are available, most are group 
policies. 

Things to Look For 
In Health Insurance 

Here are important things you should know about any 
health insurance plan you select. 

Maximum Benefits 

• How much is the maximum benefit (or is coverage un- 
limited)? 

• Does the maximum benefit apply to a second claim af- 
ter it has been partially or Ailly used up once? 

• Are there separate maximum benefits for each illness 
or accklent, or a yearly maximum benefit for all illnesses 
or accidents? 

Deductibles — How much is the deductible amount? 
This is the initial amount of health expenses you are re- 
quired to pay. Is this a yearly deductible or for each illness? 

Internal Limits — Are there benefit limits on certain 
expenses, such as hospital room or surgery? 

Waiver of Premium — Does the policy allow you to 
stop paying your premium during an illness or disability? 

Pre-existing Condition — Most health insurance poli- 
cies exclude payment on a pre-existing condition. This is 
a medical condition or aihnent you have before the poli- 
cy goes into effect. 

Renewable ^ Is the policy renewable? If renewed, will 
the premiums increase? 

Coordinate: Avoid Duplication 

When you purchase a health insurance plan, coordinate 
these benefits with those you or your spouse may receive 
from employers. You may be duplicating coverage. 

Shop around and consider the alternatives. Everyone 
should have major medical insurance. A major illness or 
accident can bring on economic chaos. If you are eligible 
for group medical insurance, take advantage of it. If not, 
compare the cost of Blue Cross/Blue Shield with other 
plans. Note the various features of each. Consider taking 
a larger deductible in order to pay a smaller premium. 
See if an HMO (Health Maintenance organization) is near 
you: Often an HMO offers group coverage to an individual 
who is not otherwise eligible to be in a group medical plan. 



Disability Insurance 

If you become disabled and can't work, will you have 
enough money to pay the mortgage or rent, your bills and 
buy food? 

Some employers continue paying salaries or wages dur- 
ing temporary absences from the job due to accident or 
illness. But, dter a time, full pay will be reduced or elimi- 
nated. Disability income insurance (or loss of income in- 
surance) can keep some income coming until you're ready 
to re-enter the labor force. 

Disability benefits arc limited to a percentage of regu- 
lar income, usually SO to 70 percent of a worker*s earn- 
ings before taxes. For exanq)le, if your pay is $200 a week, 
benefits might be $100 to $140. 

These policies generally require total disability before 
benefits are paid. Some policies provide benefits even if 
an individual partially recovers from a total disability. 
Check how total disability is defined in the policy. It may 
have one or both of the following definitions: 

• Unable to perform your previous occupational duties; 

• Unable to engage in any type of job for which you are 
suited by education, training or experience. 

Disability income policies generally have waiting peri- 
ods before benefits begin — commonly 14, 30 or 90 days. 
The longer the waiting period, the lower the premium cost. 

Depending on the contract, benefit periods for irxlividual 
disability income insurance policies can range from 1 year 
to age 65, or even for life. The longer the benefit period, 
the higher the premium cost. 

When figuring out how much disability insurance you 
need, consider how long your enq>loyer wiU pay you if 
you canU work. Also, look at how long other benefits will 
continue, such a*" Social Security disability payments and 
Workers' Compensation (if disability is work-related). 

Income may also come from savings, investments or 
a spouse's earnings. Most disability payments are tax-free, 
so you're reasonably well protected if you can cover 60 
to 70 percent of your present income. 

Persons who have good employer disability plans and 
who are eligible for Social Security benefits are often ade- 
quately covered. If you do need extra protection, get a 
policy that the company can't cancel and you can renew 
each year (guaranteed noncancellable and renewable). Find 
out if the company can raise the premium when you re- 
new. Rates vary widely, so shop around. 

If you are a honoenuiker, figure out if the extra costs 
of your becoming disabled could be covered by family 
income. If not, consider disability insurance. Not all com- 
panies sell disability coverage to homemakers. 

Already Covered? 

If you are or have been employed, you may be entitled 
to medical and disability benefits under programs such as 



Social Security and Workers* Compensation. These 
benefits can form a base on which to build added cover- 
age, but they will not satisfy your needs for health insur- 
ance. Your closest Social Security Oflice can answer 
questions about benefits. If you live far from a Social Secu- 
rity Office, call 1-800-632-5121. 

Workers' Compensation 

This covers on-the-job accidental injuries and illness 
caused by your employment. The program is funded by 
employer contributions. 

Use Worksheet 1 to help you decide how much disabil- 
ity insurance you need. 

Life Insurance 

The primary purpose of life insurance is to protect your 
dependents from lost income when you die. The ''right'' 
amount of insurance varies with dependents' financial 
needs. Consider these situations: 

• Married couple, both employed, no children. Husband 
and wife are not financially dependent on each other. 
The death of either spouse would probably not seriously 
affect the survivor's finances unless she or he owes a 
large debt. 

• Married couple, young children, wife full-time 
homemaker. There is a vital need for life insurance be- 
cause wife and children are solely dependent on hus- 
band's income. 

• Single parent, young children. There's a vital need for 
life insurance because children would have no source 
of income if the parent died. 

Consider the following when purchasing life insurance. 

• How many dependents? 

• How old are they? 

• Could the current level of incoiiie and current life style 
be maintained if one wage earner died? 

• Will the surviving spouse be able and willing to enter 
work force? 

• Are both spouses woricing? 

• What Social Security benefits will be available to the 
spouse and children? 

• Will employee benefits be available? 

The basic types of life insurance are term and whole 
life. There are also new forms of insurance that combine 
the features of these basic types. The best kind of life in- 
surance product for you will be determined by your age 
and personal circumstances. 

Term Insurance 

Term insurance is for you if you want maximum pro- 
tection at the least cost. This insurance provides protec- 
tion without savings features or a buildup of cash values. 



Term insurance insures your life for a fixed period of time. 
Benefits are paid only if you die within that time period. 
This is often called ''temporary'' insurance. It is usually 
taken out for a period of S, 10 or IS years. 

If you renew the contract, you will pay a higher premi- 
um. Premiums generally increase widi age. Generally, you 
will not be able to renew after you reach age 65. 

You can pay extra to include a clause in the contract 
to make the term policy convertible to a whole life or en* 
dowment policy without an additional medical exam. 

Term insurance premiums are lower than those for 
whole life. The young couple widi small chiklren and lunit* 
ed income may find term insurance the only way to get 
enough life insurance. 

There are two basic types of term policies: level term 
and decreasing term. The face value (amount paid on 
death) of level term insurance remains the same for the 
life of the contract. The face value of decreasing term in* 
surance decreases on a monthly or yearly basis, until it 
eventually reaches zero. 

Mortgage insurance may be purchased as decreasing 
term or level term. If purchased as decreasing term, it pays 
the balance of the mortgage in case of death. It decreases 
in face value as the mortgage decreases. If purchased as 
level term, the balance of the mortgage is paid and the 
remainder goes to the beneficiary. (A beneficiary is the 
person named in the policy to whom insurance money is 
paid when the policyholder dies.) 

Employee group-life insurance is term insurance; you 
have coverage as long as you work for the employer un- 
der whom the plan is arranged. This policy may include 
the option of converting to a whole life policy after ter- 
mination of employment. 

Whole Life Insurance 

This insurance, also known as ''straight'* or ''ordinary'* 
life, provides death protection at a flat premium rate for 
as long as you live. Once purchased, no ftirther health ex- 
aminations are required to continue coverage. "Limited 
payment'' policies allow you to pay premiums within a 
certain period of time, such as 20 years or until age 65. 
Premiums are higher since they're paid in a shoiter period 
of time than ordinary policies. 

The annual cost of whole life insurance is much higher 
than for term insurance at the start, but it never increases 
as the cost of term does. The added amount you pay for 
whole life over the cost of term is a form of savings. It 
produces what is known as "cash value,'* which you can 
borrow against at low interest rates or use as collateral 
for a loan. An outstanding loan would be subtracted from 
death benefits if you died before the loan was repaid. If 
you stop paying premiums, the cash surrender value (tech- 
nically cdleid the non-forfeiture value) can be taken as cash 
or used to purchase other insurance. 
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New Forms of Life Insurance 

In the past few years, a number of new types of life in- 
surance have been added. These new policies combine fea- 
tures of both term and cash value insurance. These policies 
are interest-sensitive: As the interest paid on savings in- 
creases or decreases, the interest earned on the savings 
feature of the policy and/or the premium increases or 
decreases. The most conunon policies are called univer- 
sal life or variable life. 

Universal life provides life insurance with cash values 
increasing based on current interest rates that may change 
during the life of the contract. 

Variable life provides benefits that vary based on the 
performance of a specific group of securities. 

How To Decide 
How Much You Need 

The important thing when buying life insurance is to 
determine how much you need and buy no more than that. 
How do you determine that amount? Woricsheets are the 
only way. Refer back to your 'Tlan Your Spending Work- 
sheet'* (Lesson 1) and your *'Your Net Worth Statement 
Worksheet*' (Lesson 2). Then check your Social Securi- 
ty and pension benefits. 

With insurance on your mind, look at your budget 
sheets. What income will be available for Uie family if 
you die? 

• Spouse's income, if he or she works or can return to 
work. 

• Social Security payments, if the spouse is eligible for 
them. 

• Income from dividends and interest. 

• Benefits from a pension plan. 

• Proceeds from insurance already in force or included 
in coverage at your place of employment. 

Now look at the expense side of your budget. Which 
expenses will decrease for the rest of the family if you 
die? Likely to decrease are cost of food, clothing, trans- 
portation and life insurance premiums. Usually a family 
needs at least 75 percent of previous take home pay in 
order to cover expenses and maintain its lifestyle. Imagine 
how tough it would be to plan insurance needs accurately 
if you did not have a good picture of what it costs you 
to live! 

In addition to replacing income, it is a good idea to fig- 
ure out the cash requirements that insurance should cov* 
er in the event of the death of the breadwinner. Some you 
have already listed in the liabilities column on ''Your Net 
Woith Statement.** Be sure to include: 

• Mortgage, installment loans, current bills and other 
debts. 

• Education expenses. If your children are near college 
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age, you will have to calculate more closely than if they 
are younger. 

• Final expenses. These include administration of the es- 
tate, predate costs, attorney and accountant's fees, ap- 
praisal fees, taxes, final unreimbursed medical expense 
and funeral expenses. Rule of the thumb: Allow 2 to 
5 percent of the total estate, plus up to $5,000 funeral 
expenses, to cover these. 

With so many variables, you can see how the amount 
of insurance you need can change as life changes. So 
reevaluate your needs at least every 5 years. 

Avoid being overinsured. Careful planning can give you 
the amount of coverage you need — not the amount an 
agent wants to sell you. ''Your Net Worth Statement 
Worksheet** and *Tlan Your Spending Woricsheef' forms 
have helped you to learn which assets will produce income, 
which liabilities should be paid off with insurance and what 
it will cost you to maintain your lifestyle. 

Car Insurance 

Idaho car owners are required to carry liability insur- 
ance. Liability insurance pays for damages and bodily in- 
jury to others for which the car owner or operator is legally 
liable. 

The minimum liability insurance is 25/50/15. This 
means $25,000 for bodily injury to one person, $50,000 
for bodily injury in any one accident and $15,000 for prop- 
erty damage in any one accident. Coverage in addition 
to the minimum may be desirable and increases the premi- 
um only slightiy. 

In addition to the required liability, you may also want 
to buy collision, comprehensive and uninsured motorist 
insurance. 

Collision insurance may be required on a new car but 
may not be important as the car gets older. Consider drop- 
ping collision coverage when the car's value is so low you 
could handle the loss yourself or the repairs will cost more 
than the car is worth. Put the premium money you save 
toward car replacement. 

Comprehensive insurance pays for damage to your car 
if it is stolen or damaged by fire, windstorm or vandalism. 

Uninsured motorist pays for injuries caused by anoth- 
er driver who is uninsured or who may escape identifica- 
tion in a hit-and-run. 

Before your car insurance comes due, check your cover- 
age to see if it is adequate. Check with other companies 
for the cost of similar coverage. 

Property and Casualty Insurance 

If you had a severe fire in your home, or flood roared 
through your town, or thieves took your television, ste- 
reo and jewelry, could you make repairs and buy replace- 
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ments out of your financial assets? Few of us could. That*s 
why property and casualty insurance is imperative. 

Most of us understand the basic idea of the coverage. 
If a fire or theft, flood or wind damage occurs, we will 
be reimbursed for the loss. But few of us really under- 
stand what will be covered by the insurance company and 
what we must take care of ourselves. 

Homeowner^s policies, as they are called, usually cover: 

• Fire insurance on the house. 

• Extended coverage for damage to the house by such 
things as wind, hail, falling objects, smoke and motor 
vehicles. 

• Allowance for additional living expenses if the 
homeowner has to live in a motel or rented house while 
repairs are made. 

• Allowance for personal property lost because of fire, 
theft or mysterious disappearance. This covers items 
such as clothing, books, cameras, stereos and house- 
hold furnishings. 

• Liability covers claims based on any injuries suffered 
by others and caused by your property. Classic exam- 
ple: The mailman is bitten by your dog or slips on the 
ice on your sidewalk. The coverage includes payments 
for medical expenses. 

To get the most from the money you spend on house- 
hold insurance: 

• Make an inventory of household possessions. This helps 
determine how much coverage to buy, and it is useful 
in flling claims. If you did not begin a household in- 
ventory following Lesson 2, now is tfie time. Go through 
each room and list personal possessions with a date of 
purchase and purchase price. This inventory can be as 
detailed as you want. After all, it will cost plenty to 
replace the many seemingly insignificant goods used 
in daily living. Inventory forms are available from in- 
surance agencies or you can make your own. Once the 
inventory is complete, put a copy in a safe-deposit box 
or a fireproof container (not a metal box or filing 
cabinet). 

• Consider larger deductibles to reduce premiums. 

• Compare costs and coverage from different companies. 

• Read the policy and know exactly what it covers and 
what to do if you have a loss. 

• Inform your insurance agent of additions to your house 
and major purchases so your insurance coverage can 
be kept up to date. 

Idaho Department of Insurance 

If you have questions or problems with a company 
licensed to do business in Idaho, you can get help from: 

Insurance Department of Idaho 
700 W. State Street 
Boise, Idaho 83720 
(208)334-2250 



When you write, be sure to include your name and ad- 
dress, the name of the company and agent, the policy type 
and number and the details of your problem. 

Suggested Activities To Protect 
Against Financial Risk: 
Insurance 

• Ask yourself **What if* questions. What risks do I/my 
family take? What things could possibly happen? Which 
of these risks must I assume myself, and which can I 



pay an insurance company to take over? Do I already 
have coverage against some of these risks? Discuss with 
your family. Complete Worksheet 2. This will help you 
decide what kinds of policies and coverage you need. 

• If you have health insurance, review your coverage. If 
you have none, consider the purchase of major mtdx- 
cat insurance, then other health insurance as you can 
afford it. 

• Use Woricsheet 1 to decide If you need Disability In* 
surance and, if so, how much. 

• Do you need life insurance? Use the information from 
**How To Decide How Much You Need" on page 4 
to help you determine your life insurance needs. 
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Worksheet 1 

How Much DisabUity Insurance? 



A« Annual family expenses (refer to 'Tlan Your 
Spending** worksheet completed in Lesson 1) 



B. Sources of income 

• Spouse*s income 

• Social Security benefits 
(if eligible) 

• Disability benefits from work 

• Income from income-producing assets 

(Evaluate income from asscsts you've listed on 
your Net Worth Statement, Lesson 2) 

• Other income 

(IRA funds can be withdrawn without penalty if 
you are totally disabled) 



Total sources of income 



C. Additional income needed 
(Subtract B from A) 
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